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SUB J : 1978 IMF CONSULTATIONS IN KOREA, MAY 29-JUNE 9 

SUMMARY: MAIN FALLOUT FROM THIS YEAR'S IMF CONSULTATIONS 
IN KOREA IS LIKELY TO BE A LOW-KEY IMF RECOMMENDATION FOR 
ACCELERATED IMPORT LIBERALIZATION. IN ADDITION, THE IMF 
STANDBY CREDIT AGREEMENT WILL BE ALLOWED TO EXPIRE. END 
SUMMARY. 

1 . AN IMF MISSION HEADED BY JOACHIM AHRENSDORF DEPARTED 
SEOUL ON JUNE 9 FOLLOWING TWO WEEKS OF CONSULTATIONS WITH 
THE ROKG. 

2. ONE OUTCOME OF THE CONSULTATIONS WAS A MUTUAL DECISION 
NOT REPEAT NOT TO RENEW THE IMF STANDBY CREDIT AGREEMENT 
FOR CALENDAR YEAR 1978. THIS COMES AS NO SURPRISE SINCE 
KOREA’S FAVORABLE BALANCE OF PAYMENTS SITUATION HAS 
RENDERED THE CREDIT LARGELY SUPERFLUOUS. (IN FACT, AS 
DEPT WILL RECALL, RENEWAL OF THE CREDIT LAST YEAR WAS 
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ESSENTIALLY A SYMBOLIC GESTURE; NO DRAWDOWN WAS FORESEEN, 

AND NONE MADE IN THE COURSE OF THE YEAR.) 

3. MISSION'S SURVEY REPORT IS EXPECTED TO FOCUS ON 
INFLATION AS KOREA'S NUMBER ONE ECONOMIC PROBLEM, AND 
KEY RECOMMENDATION IN THIS REGARD WILL BE TO ACCELERATE 
THE PACE OF IMPORT LIBERALIZATION. (COMMENT: IT IS 


Sheryl P. Walter Declassified/Released US Department of State EO Systematic Review 20 Mar 2014 



Sheryl P. Walter Declassified/Released US Department of State EO Systematic Review 20 Mar 2014 


ACKNOWLEDGED THAT THE KOREANS ARE MOVING IN THE RIGHT 
DIRECTION BY EXPANDING THEIR PROJECTED 1978 CURRENT ACCOUNT 
DEFICIT TO $300 MILLION; LOCAL IMF REP, HOWEVER, BELIEVES 
THAT A S700-S800 MILLION DEFICIT WOULD BE MORE APPROPRIATE.) 

4. OTHER PROBLEM AREAS LIKELY TO BE IDENTIFIED IN SURVEY 
REPORT INCLUDE (A) KOREA'S AGRICULTURAL PRICE SUPPORT 
POLICY, WHICH IS INFLATIONARY, AND (B) THE DOMESTIC 
INTEREST RATE STRUCTURE. ALTHOUGH INTEREST RATES WERE 
RECENTLY INCREASED (IN LINE WITH, BUT NOT NECESSARILY IN 
RESPONSE TO, ONGOING IMF RECOMMENDATIONS), LOCAL IMF REP 
BELIEVES THEY SHOULD GO UP EVEN FURTHER TO MORE ACCU- 
RATELY REFLECT THE RETURN ON CAPITAL INVESTMENT IN KOREA, 
AND TO SOAK UP SOME OF THE SPECULATIVE FUNDS WHICH HAVE 
CONTRIBUTED TO INFLATION IN THE REAL ESTATE SECTOR. 

5. GENERALLY, IT IS THE EMBASSY'S IMPRESSION THAT IMF 
REPORT WILL TAKE A RATHER LOW-KEY APPROACH, EITHER 
BECAUSE MOVEMENT IN THE RIGHT DIRECTION IS ALREADY 
TAKING PLACE (E.G. IMPORT LIBERALIZATION), OR BECAUSE 

OF A RELUCTANCE TO TREAD TOO HEAVILY ON INTERNAL MATTERS 
(E.G. INTEREST RATES AND AGRICULTURAL POLICY). 
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